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SOME SOCIAL ASPECTS OF CONSERVATISM
Genevieve F. La Barba 5
“There may be mere direct and immediate users of the 
accounting product, but the ultimate responsibility is 
overwhelmingly social. Accountants, therefore, should 
not use conservatism as a crutch to justify compromise 
or inertia. They must exclude the conscious bias that 
governs the selection of the lowest value simply to be 
safe.”
THE ROLE OF THE MANAGEMENT
ACCOUNTANT IN THE NEW INDUSTRIAL 
STATE
Ula K. Motekat, CPA 10
“It is, rather, the industrial system which makes 
these decisions and then created the demand for its 
products through advertising. This is Galbraith’s 
startling 'revised sequence’ of consumer demand.”
SYSTEMS SERVICES BY CPAs:
DEMAND, OPINIONS, AND EXPECTATIONS
Dr. Joan G. Schroeder, CPA 13
“Accounting firms can offer present clients an 
intimate knowledge of their businesses, invaluable in 
systems work and not usually possessed by other 
consultants.”
Advertising Manager
Phyllis E. Peters, CPA
Touche, Ross, Bailey & Smart 
1380 First National Building 
Detroit, Michigan, 48226
EDITOR'S NOTES
The presidents who will lead AWSCPA and 
ASWA for the 1968-69 year will be supported 
by officers and directors drawn from the 
nationwide memberships of the two organiza­
tions representing 22 hometowns situated in 
15 states from Oregon to Florida, including the 
District of Columbia.
MEET THE PRESIDENTS 1968-69
Miss Nelson, ASWA
Dr. Marie E. Dubke, CPA, incoming presi­
dent of the American Woman’s Society of 
Certified Public Accountants, is now Associate 
Professor of Accounting, Memphis State Uni­
versity, having previously taught at the Uni­
versity of Buffalo, Michigan State University 
and Central Michigan University.
Besides teaching, Dr. Dubke has had ex­
perience on the professional staffs of the local 
CPA firm of Phillips, Wertman & Co., Buffalo, 
New York and the international CPA firm of 
Touche, Ross, Bailey & Smart in Detroit, 
Michigan.
In the summer of 1963 she prepared a 
budget manual for Detroit Edison under the 
Foundation for Economic Education Fellow­
ship and in the summer of 1965 she prepared 
and presented a workshop for business man­
agers of Chrysler dealerships. The summer of 
1966 was devoted to a trip around the world 
with her Economist husband, Dr. Gabriel P. 
Racz.
President Dubke received her B.S. and 
M.B.A. degrees from the University of Buffalo 
and earned her Ph.D. at Michigan State 
University. She is a Michigan CPA and holds 
memberships in numerous professional organi­
zations in addition to AICPA, AWSCPA and 
ASWA.
Dr. Dubke has served AWSCPA as a direc­
tor and vice president since 1965 and has 
chaired both the Public Relations and Publicity 
Committees. She was also the Society’s repre­
sentative to the National Accounting Careers 
Council, 1966-68. An accomplished, popular 
speaker, Dr. Dubke has spoken at Public 
Relations Dinners for ASWA chapters in 
Chicago, Cincinnati, Cleveland, Kansas City, 
Muskegon and Saginaw and at a number of 
other local, regional and national meetings.
Miss Naomi J. Nelson, incoming president 
of the American Society of Women Account­
ants, is the Assistant General Auditor for the 
Equitable Savings and Loan Association, Port­
land, Oregon. Her job entails audits of the 
Association’s 33 branches in Oregon, Washing­
ton and Idaho.
President Nelson received a B.S. degree in 
business administration from Linfield College 
and has earned a Graduate Key from the 
Indiana University Graduate School. She has 
also received a graduate diploma for the 
completion of more than 25 American Savings 
and Loan Institute courses.
In addition to her membership in ASWA, 
Miss Nelson is a member of the American 
Accounting Association and the Internation 
Auditors Section of the Society of Savings and 
Loan Controllers (National). She is a past 
president of the Oregon Chapters of the 
Society of Savings and Loan Controllers and 
the Women’s Association of Savings and Loan 
Institutions as well as a past president of the 
Portland Chapter of the American Savings and 
Loan Institute.
Miss Nelson has served ASWA nationally 
since 1962, first as a director and then as a 
vice president and finally as president-elect. 
She was also General Chairman of the 1962 
Western Regional Conference and Co-chairman 
of the 1967 Joint Annual Meeting of AWSCPA- 
ASWA, both meetings having been held in 
Portland. In her capacity as Chairman of the 
Publicity Committee, 1965-66, she was re­
sponsible for preparation of the National Pub­
licity Manual.
On a local level, President Nelson has served 
her Chapter as chairman of various committees 
and as director, secretary, vice-president and 
president.
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SOME SOCIAL ASPECTS OF CONSERVATISM
Genevieve F. La Barba 
San Francisco, California
No book on accounting is published without 
mention of the word “conservative” either 
discussed as a concept by itself or used as 
an adjective to describe a choice of approach.
Why this reluctance to cast off a frame of 
reference that is, in its most positive aspect, 
obstinate, and, in its most negative, cowardly? 
I fear that it is because it is one of the 
bricks in Chambers’ “wall.”1 To him, “The 
erection of any wall is, of course, the way to 
security, personal security. Wall-building is 
after the manner of fearful people, those who 
want to hold what they have.”2
Definition
To judge properly, one must know as much 
as possible about the subject being judged. 
What then is “Conservatism”? If we are 
guided by lexicographers, it is:
“. . . the disposition or tendency to be 
conservative (adhering to the existing 
order of things; disinclined to novelty 
or alteration, as of institutions or 
methods; opposed to change; hence, 
often, opposed to progress.”3
Others, social psychologists for example, offer 
alternative ways of defining the term:
“The first way is to regard it as an 
attitude of conformity with one’s 
contemporaries ... (It is the opinion 
of the present majority to which the 
individual adheres.') . . . The second 
conception of conservatism is that 
of adherence to the historically estab­
lished view, or tradition, of the 
crowd.”4
Conservatism to society is the steadfast main­
tenance of the status quo. How do members of 
the profession regard it?
Pros and Cons
Reading Sanders, Hatfield, and Moore today, 
one is astounded at some of their inconsistent 
statements on the subject of conservatism. In 
one breath, discoursing on overstatement and 
understatement, they assert with finality: “. . . 
deliberate misstatement in either direction is 
not to be condoned; . . . ”.5 In the very next 
breath, they propose just as positively:
“With many and substantial excep­
tions, the more common tendency is 
to err on the side of optimism in 
exercising the necessary judgments 
of accounting; to offset this requires 
an emphasis on the other side. This 
policy should be followed whenever 
it is likely that the tendency is to­
wards overstatement. But when the 
tendency is in the opppsite direction, 
the accountant should act accordingly 
and emphasize the more optimistic 
aspects.”
This view of conservatism equates it with 
a subjective attitude that is indisputably biased. 
To the extent that it is not consistent with our 
professional concepts of ethics, independence 
and objectivity, it has no place in accounting.
Professor Robert L. Dixon of the University 
of Michigan suggests that “The proper role of 
conservatism in accounting is to insure that 
the uncertainties and risks inherent in any 
given business situation are given adequate 
consideration.”6 To my mind, this is being 
thorough, not conservative. The accountant 
or auditor who does not consider the effects of 
all available evidence in making his judgments 
is incompetent.
Story7 found that Stephen Gilman, in writ­
ing the most ambitious book of his period 
(1939), considered conservatism to be one of 
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the four doctrines or articles of faith of ac­
counting, the other three being consistency, 
disclosure, and materiality. I would prefer to 
substitute objectivity for conservatism, and am 
inclined to agree with Paton8 who considered 
conservatism to be . The most objectionable 
and obstructive tradition of accounting . . . .”
Although Moonitz included a discussion of 
conservatism as an imperative in his Basic 
Postulates”, he evidently thought better of it 
by the time Accounting Research Study No. 310 
was published. He appears to have de-em­
phasized conservatism and relied more on 
analysis, reasoning, and logic. But has he? 
After a very convincing advocacy of current 
replacement costs for restating plant and 
equipment (pp. 32-34) and land (pp. 35-36) 
in external reports, he seeks to mitigate the 
probable outcry against doing this for each 
year, and adds “perhaps every five years”. 
Logical? Consistent? More like conservative.
Conservatism vs. Objectivity
“Subjective” and “objective” are antonyms, 
as well as attitudes. Conservatism is subjective 
and involves the conscious striving to eliminate 
bias, although it does not equate with liber­
alism. Common sense will tell you that you can­
not knowingly be both conservative and ob­
jective at the same time. John Wagner, Assist­
ant Professor of Accounting at the University 
of California, Los Angeles, disagrees. In his 
article on objectivity,11 he acquiesces that 
your point of view is determined by the 
structuring of your mind, and “. . . if the 
use of the mind connotes ‘subjectivity’, there 
can be no such thing as ‘objectivity’ for human 
beings.” He then goes on to state, however, 
that “The accounting profession’s prime asset 
is an attribute known as professional judg­
ment,” and that if we follow the previous 
reasoning we can’t have both objectivity and 
a profession. He rejects the reasoning as being 
suitable only for commonplace situations—not 
up to our “sophisticated level”.
His conclusion is that the general meaning 
of objectivity in accounting is a relative ab­
sence of perceptual defects in the exercise of 
professional judgment.
There is no question in my mind that human 
beings cannot be objective, but the key word 
in all this rationalization is, of course, “relative”. 
The smaller the degree of bias, the greater the 
degree of objectivity.
Based on a Report of the Committee on 
Concepts and Standards—General12 appearing 
in The Accounting Review, it appears that the 
American Accounting Association is also of 
this view:
“Objectivity is social concensus—an 
event or datum is objective when 
there is no disagreement or variation 
in interpretation among all the per­
sons who view it. This is, of course, 
an ideal: few phenomena are ever 
reported with complete objectivity, 
because the conditions, the environ­
ment, and the observer's own back­
ground will color the interpretations. 
However, objectivity is not disinterest, 
independence, or impersonality; some 
person must be interested and, to 
some extent, involved with an event 
or datum to observe it; the degree to 
which objectivity is achieved depends 
upon a number of factors.”
A concomitant of objectivity is integrity— 
“. . . so much a part of the CPA’s (and the 
accountant’s) basic education and training 
that, to him, objectivity and integrity assume 
a tangible and dynamic nature.”13 It is difficult 
to visualize how an auditor (or accountant) 
to whom the concepts of independence and 
fairness are ingrained would knowingly select 
a course of action simply because of its 
safety. Each of us is subject to unconscious 
bias, but, bombarded as we are with advice on 
the subject, we cannot fail to be aware of the 
pitfalls of conservatism.
Conservatism vs. Consistency
In 1943 George O. May noted14 that con­
servatism was once the “cardinal virtue of 
accounting; now, the virtue of conservatism is 
questioned, and the greater emphasis is on 
consistency.” Later authors15 warned that “As 
in the case of conservatism, however, con­
sistency should not become a fetish, a blind, 
obstinate opposition to necessary alterations.” 
They recognized that as conditions changed 
and better accounting methods and techniques 
became available, improvements were manda­
tory.
Chambers had this in mind when he quoted 
“To move forward clinging to the past is like 
dragging a ball and chain.”16 To select a 
“conservative” procedure as a matter of exped­
iency (i.e., discount a risk) with the result 
that the effect in a later period is “non­
conservative” is clearly inconsistent as well.
Moonitz also wondered “If experience indi­
cates that profit is overstated in one case out 
of ten when ‘conservative’ procedures are 
omitted. Is this justification for understating it 
in the remaining nine?”17 He concluded that 
it might be, if truly justified.
Again, charging off costs in the current 
period because of conservatism or doubt as to 
their recovery would probably result in not 
matching costs with revenues, thus violating 
one of the cardinals of accounting.
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Objectives of Accounting
Carey’s recent book18 contains some provoca­
tive discussion on “What is the practice of 
accounting?” Citing wide differences of opinion 
within the profession on objectives and policies 
in every area, he defines the specific purpose 
of the profession as supplying needed and 
wanted economic services.
His three basic premises are that 1) the 
accounting function embraces the measurement 
and communication of all financial and eco­
nomic data; 2) accounting is integrated—it 
must cover all of management’s needs for 
external reporting and internal planning, con­
trol and decision-making; and 3) the attest 
function can be naturally and properly ex­
tended to other areas.
His major theme, echoed throughout today’s 
literature is that the profession must adapt itself 
to expanding social needs in order to survive. 
Necessarily, his definition is broad. Although 
there can be little quarrel about the “need” 
for accounting services; not so the case with 
the “wanted”. While the accounting function 
embraces all financial and economic data, it 
must be “dependable and significant”19 to 
inspire the want.
Needs of Users
What do the users of accounting services 
want? Everything, naturally. But fundamentally 
they want data that is reliable, comprehensive, 
and meaningful. How can we provide users of 
financial statements with reliable data if we 
actively employ two of the criteria20 of conser­
vatism?: (a) avoid overstating assets even at 
the risk of understatement; and (b) avoid 
understating liabilities, even at the risk of 
overstatement. Moonitz and Staehling21 offer 
an amusing, if antiquated, illustration of how 
deliberate conservatism boomeranged:
“The case of one clever businessman 
is appropos. For years he had been 
progressively and deliberately under­
stating his inventory valuations in 
order to reduce his recorded profits 
and hence his income taxes. At the 
outbreak of the war, he had a ware­
house full of valuable materials 
carried on his books at a ridiculously 
low figure. Some Naval procurement 
officers walked into his warehouse 
one day and requisitioned the entire 
supply. The government paid a fair 
price for the materials taken. This 
mans recorded profits that year were 
phenomenal because he had no in­
ventory per books to speak of to 
charge off as cost of goods sold to
Uncle Sam. Income tax rates in his 
year of reckoning were the highest 
on record up to that time; the size 
of his tax bill made him gasp. He had 
sense enough not to file amended re­
turns for prior years, thereby laying 
himself open to possible fraud 
charges. The workings of retributive 
justice , in cases of this type are 
gratifying to watch; they were not so 
gratifying to the ones who ‘paid 
through the nose’, as it were.”
This is not a representative example by any 
means, but had the business man submitted 
financial statements, and third parties relied on 
them, there would have been cause for much 
concern. Misleading statements can also result 
when failure to recognize appreciation has the 
effect of valuing assets at a nominal sum al­
though they may actually have a worth of 
many thousands of dollars22 and recognition 
of “unrealized losses” accompanied by non­
recognition of “unrealized gains” is a form of 
discrimination in favor of those acquiring, as 
opposed to those disposing of, equities.23 Cat­
lett24 cites conservatism as one of the reasons 
for the wide variety of alternative accounting 
practices considered to be “generally accepted”. 
His list, reflecting varying degrees, is com­
posed of:
“1. The LIFO method of inventory 
costing as compared with the 
FIFO method.
2. The charging of research and 
development costs to expense, by 
industrial and natural resource 
companies, as compared with capi­
talizing such costs.
3. A full accrual of pension plan 
costs as compared with a partial or 
minimum accrual.
4. The completed-contract method 
for construction companies as 
compared with the percentage-of- 
completion method.
5. Recording the accelerated depreci­
ation allowed for Federal income 
tax purposes as compared with 
straight-line depreciation.”
Mahon,25 on the other hand, lists eight 
major areas where selection of alternate meth­
ods can produce substantially different results: 
investment credit, business combinations, con­
solidated and unconsolidated subsidiaries and 
affiliated companies, pension costs, research 
and development costs, income tax allocations, 
long-term leases, and special items (inclusion 
or exclusion of significant nonoperating and 
nonrecurring gains and losses in net income). 
Management has many reasons for selecting 
a particular alternative, of course, but the 
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introduction of conservatism to the decision 
process only serves to widen the comparability 
gap.
Legal Implications
Aside from the controversy within the pro­
fession concerning which of these alternative 
methods to select, the accountant/auditor of 
today is faced with the ever-increasing pos­
sibility that he may be involved in a lawsuit 
because he sanctioned “too liberal” accounting 
methods. He cannot protect himself by citing 
generally accepted accounting principles as a 
defense; he must stand the notoriety and legal 
expense until a court resolves the matter.
Cases of this nature have not yet been given 
a great deal of publicity. It may be that pres­
sures have been brought to bear to underplay 
the accountant’s role until an actual trial takes 
place. Whatever the cause, magazines are 
virtually silent and newspapers disturbingly 
brief on some of the cases. Two such suits with 
interesting aspects that bear watching for 
developments are Westec Corp. and Con­
tinental Vending.
Downfall of the Westec Corp., a maker of 
geophysical instruments whose stock rose from 
$2 in 1964 to $67 in 1966 before it sought 
protection under the Federal Bankruptcy Act, 
is attributed in part to a lack of conservatism. 
According to Dun’s Review,26 “the company 
aided its market progress by opting for liberal 
accounting methods whenever it had a choice”. 
The Economist27 termed these methods “un­
orthodox”, and The New York Times28 com­
mented that “The suggestion was that they 
were rather liberal and tended to overstate 
the Company’s earning power.” The Times 
also noted that the split “between the ‘conserv­
atives’ and the ‘liberals’ ” had now been taken 
out of the profession and placed in the courts.
The prime cause of the debacle was the 
manipulation of the company’s stock by some 
of its executives, with the SEC contending29 
that its six months earnings statements were 
“inaccurate and improperly audited”. Focal
FOOTNOTES
1 R. J. Chambers, “Prospective Adventures in Ac­
counting Ideas,” The Accounting Review, April 1967, 
p. 243-“In effect we have built a wall around ourselves. 
Inside the wall we do what is proper in accounting.”
2 Ibid.
3 Funk & Wagnall’s New “Standard” Dictionary of 
the English Language, Funk & Wagnalls Company, 
New York, 1957, p. 561.
4 W. Edgar Vinacke, Warner R. Wilson, and Gerald 
M. Meredith, “Dimensions of Social Psychology”, Scott, 
Foresman and Company, Chicago, 1964, p. 20.
5 Thomas Henry Sanders, Henry Rand Hatfield, and 
Underhill Moore, “A Statement of Accounting Principles”, 
American Institute of Accountants, New York, 1938, 
pp. 12-13.
6 Ascribed to him by Maurice Moonitz in “The Basic 
Postulates of Accounting”, Accounting Research Study 
No. 1, American Institute of Certified Public Accountants, 
New York, 1961, p. 47. 
point of the dispute are earnings for 1965 
which pooled results of companies acquired 
early in 1966. Ernst & Ernst certified the re­
port, and Richard T. Baker, a managing 
partner, defended their position by saying: 
“The SEC gave the company no choice. If 
an acquisition is deemed to be a pooling of 
interests, and if it is completed before your 
annual report is out, the SEC says you have 
to show the earnings even though the trans­
action took place after the books were actually 
closed. Westec had no alternative but to do 
what it did, and we had no alternative but 
to go along with it.”30 There is unquestionably 
more to the story than that, (disclosure for 
one thing) but we can only wait. At last re­
ports,31 Lester L. Lilley, a CPA and brother-in- 
law of the firm’s indicted president, had 
pleaded guilty to complicity in the stock ma­
nipulation, been released on bond, and was 
under investigation by the AICPA’s com­
mittee on professional ethics. Herbert R. 
Belcher, another CPA and the firm’s former 
controller, had also been indicted and his 
case, too, was under review by the AICPA.
The Continental Vending Machine Company 
situation is the more intriguing because of its 
greater mystery. Diligent research has failed 
to uncover a magazine reference to the subject, 
and there is a paucity of articles in The Wall 
Street Journal and The New York Times. In 
November 1967 The Journal of Accountancy32 
whetted our appetites with a flash that Ly­
brand, Ross Bros. & Montgomery had offered 
to settle out of court for $1.96 million “to 
avoid further protracted and expensive legal 
proceedings.” Details were to be supplied by 
Mr. Walter R. Staub, the firm’s managing 
partner, in a later issue. The proposed settle­
ment grew out of a $41 million suit filed in 
1965.33 Charges against Lybrand34 were that 
they had prepared false financial reports for 
1958 through 1963, grossly overstating Con­
tinental’s financial position. In 1965 when 
Lybrand was first charged, spokesmen for the 
accounting firm disclosed that the plaintiffs’ 
lawyers had agreed to omit Lybrand’s name
7 Reed K. Storey, “The Search for Accounting Prin­
ciples”, American Institute of Certified Public Account­
ants, Inc., 1964, pp. 22-23.
8 W. A. Paton, “Accounting Procedures and Private 
Enterprise”, The Journal of Accountancy, April 1948, 
p. 279.
9 ARS No. 1, op. cit., pp. 46-48.
10 Robert T. Sprouse and Maurice Moonitz, “A Ten­
tative Set of Broad Accounting Principles for Business 
Enterprises”, American Institute of Certified Public Ac­
countants, New York, 1962.
11 John W. Wagner, “Defining Objectivity in Ac­
counting”, The Accounting Review, July 1965, pp. 599-605.
12 April 1964, p. 430.
13 John L. Carey, “CPA’s Under Fire?”, Financial 
Analysts Journal, January-February 1967, p. 36.
14 “The Nature of the Financial Accounting Process”, 
The Accounting Review, July 1943, pp. 189-93.
15 Maurice Moonitz and Charles C. Staehling, “Ac­
counting, An Analysis of Its Problems,” The Foundation 
Press, Inc., 1952, p. 211.
16 Op. cit., p. 250.
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from the proceedings if they would pay $600, 
000. Lybrand refused, and two years later 
agreed to settle a civil suit for more than three 
times that amount. (Here would have been an 
instance to apply some of their vaunted con­
servatism.) Three members of the firm were 
later brought to trial in a criminal suit com­
mencing on December 5, 196735 and ending 
in a hung jury in February, 1968. Although 
it now appears that there is a good deal of 
support for the criminal action, there was 
some early indication that a lack of conserv­
atism in accounting procedures was the point 
at issue. Reference to some of the “special 
items” written off by the company after a 
court-ordered review gave an inkling:36
$ 4,137,675 worthless loans
3,149,054 reduction in asset value- 
vend machine concerns 
1,550,000 allowance for bad ac­
counts receivable
983,124 loss on closing Florida 
mfg. plant and other op­
erations
1,537,618 previously deferred re­
search and development 
439,786 related to development 
of in-plant feeding pro­
grams
11,797,257
477,180 not explained in article
12,274,437 total “special items” 
charged off
1,150,634 additional operating 
losses
$13,425,071 Total fiscal year 1962 
loss
The whole story, if and when published, should 
contain much to excite reader interest.
(On May 20, 1968, page 6 of The Wall 
Street Journal carried the following headline: 
“Second Trial Involving Three Lybrand 
Officers to Begin Today.”—Editors Note.)
The probable ramifications of these and 
other suits are of immense importance to the 
profession. With the general public nowadays 
conditioned to suing everyone in sight on the 
off-chance of success, the accountant may 
well become the cynosure. A plaintiff is not 
concerned with the defendant’s motives in 
settling, only that he settles. And if it is 
cheaper to settle than to fight through the 
courts, how many will choose to defend their 
integrity in a circumstance that can only prove 
harmful, no matter what the outcome?
Granted that these are Moonitz’ “one out of 
ten” or Carey’s37 “infinitesimal few out of 
thousands upon thousands of audits performed 
annually”, ours is not a gambling profession. 
Over the years the pendulum has swung away 
from conservatism toward liberalism. It now 
seems likely to swing back again. Caught in 
its path is the accountant/auditor who is 
pressured from one side by management’s 
commands for a more favorable earnings 
picture and from the other side by government 
demands for higher taxes on those earnings 
and by investor lawsuits: Isn’t it likely that 
he will opt for the safest position?
Conclusion
All of us are affected in some way by the 
accounting process. There may be more direct 
and immediate users of the accounting prod­
uct, but the ultimate responsibility is over­
whelmingly social. Accountants, therefore, 
should not use conservatism as a crutch to 
justify compromise or inertia. They must ex­
clude the conscious bias that governs the 
selection of the lowest value simply to be safe.
Conservatism will never be completely elimi­
nated so long as we have a choice of alterna­
tives and “substantial authoritative support”. 
The goal is to exercise our choice in favor of 
the method “best suited”, all factors taken 
into consideration.
17 “The Basic Postulates”, op. cit., p. 48.
18 John L. Carey, “The CPA Plans For The Future”, 
American Institute of Certified Public Accountants, Inc., 
New York, 1965, Chapter 6, pp. 114-127.
19 Paul Grady, “Inventory of Generally Accepted Ac­
counting Principles For Business Enterprises”, American 
Institute of Certified Public Accountants, Inc., New York, 
1965, p. 4.
20 Moonitz and Staehling, op. cit., p. 209.
21 Ibid., p. 210.
22 William A. Paton, “The Significance and Treatment 
of Appreciation in the Accounts”, Twentieth Annual Re­
port of the Michigan Academy of Science, 1918, pp. 35-49.
23 Sprouse and Moonitz, op. cit., pp. 31-32.
24 George R. Catlett, “Factors That Influence Ac­
counting Principles”, The Journal of Accountancy, 
October 1960.
25 James J. Mahon, “Accounting Principles Debate 
and Investor Confidence”, Financial Executive, December 
1966, p. 34.
26 “Accounting—The Other Side of the Ledger”, March 
1967, pp. 36-37, 89-92.
27 “Westec—Same Old Story,” The Economist, October 
8, 1966, p. 195.
28 “The Westec Flurry: New Insulation for a Partner­
ship,” The New York Times, October 17, 1966, p. 57, 
col. 2.
29 “Why Westec Turned to Chapter X”, Business Week, 
October 1, 1966, p. 44.
30 Dun’s Review, op. cit., p. 92.
31 “CPA Pleads Guilty in Westec Case”, The Journal 
of Accountancy, January 1968, p. 12 and “Second Ac­
countant Charged in Westec Stock Probe”, The Journal 
of Accountancy, February 1968, p. 12.
32 “Late Developments”, p. 3.
33 “Accounting Firm Offers $2.1-Million to Settle 
Lawsuit”, The New York Times, October 17, 1967, p. 
61, col. 7.
34 The Wall Street Journal, July 6, 1965, p. 7, col. 2.
35The Wall Street Journal, February 1, 1968, p. 6, 
cols. 3-4.
36 The Wall Street Journal, May 24, 1963, p. 10, col. 3.
37 John L. Carey, “Where Were The Auditors?”, 
Banking, June 1966, p. 41.
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THE ROLE OF THE 
MANAGEMENT ACCOUNTANT 
IN THE NEW INDUSTRIAL STATE
For the past several months John Kenneth 
Galbraith’s latest book, The New Industrial 
State1, has been on Time Magazine’s best­
seller list. This popularity indicates a wide­
spread interest in the topic, an impression 
which is enhanced by the fact that people of 
such diversified backgrounds as Al Capp2 and 
Kenneth E. Boulding3 have reviewed it since 
its publication. When a book on economics 
attracts such general attention, it behooves 
every person connected with business to read 
and study it.
And since it is only natural for people to 
examine new ideas and hypotheses within their 
personal frame of reference, it is proper for an 
accountant to study Galbraith’s book for the 
implications it has for accountants and for the 
conclusions they should draw from it. Since 
the management accountant, of all accountants, 
is the one most intimately associated with 
company management, his role within Gal­
braith’s industrial system deserves special 
scrutiny. He has, for some time, been a 
necessary, important, and accepted member 
of any company’s management team. If Gal­
braith’s analysis throws some new light on 
company management, then the management 
accountant’s role should be re-examined in 
that new light.
This paper will not examine the validity of 
Galbraith’s ideas since this function has al­
ready been performed by several economists4 
who either agree with Galbraith or argue 
peripheral points. Instead, the author will 
assume that Galbraith’s ideas and hypotheses 
are substantially correct and proceed from 
there to an evaluation of the management 
accountant’s role in The New Industrial State.
Ula K. Motekat, CPA 
Boulder, Colorado
It may be appropriate to give at the outset 
a brief synopsis of the main ideas contained 
in Galbraith’s book. His major hypothesis is 
that the American economic scene is dominated 
by the large corporations who exercise sub­
stantial control over their markets. He calls 
this part of the American economy the “in­
dustrial system” and sees it as the dominant 
feature of the New Industrial State.5
In his opinion the large corporation is 
characterized by advanced technology which 
necessitates large capital investments and re­
sults in time-consuming, round-about, and 
inflexible production processes. These two 
factors, the complexity of production and the 
large capital commitment, require highly 
specialized manpower and extensive planning.
It is these two requirements of the industrial 
system which are of special interest to the 
management accountant because they directly 
affect his role in the enterprise. This paper 
will therefore examine the part to be played 
by the management accountant in the manage­
ment team—called the “technostructure” by 
Galbraith—and in the planning process.
In the Technostructure
Galbraith constructs a very strong case 
for the existence of the technostructure which, 
he says, “embraces all who bring specialized 
knowledge, talent or experience to group de­
cision-making.”6 The need for group decision­
making arises from the advanced state of 
technology and from the large size of the 
enterprise. Due to these two factors it is im­
possible for any one person to possess all the 
specialized knowledge necessary to arrive at 
ULA K. MOTEKAT, CPA, born and raised in Germany, came to this country in 
1952, became a citizen in 1956, and won the Silver Medal of the Colorado Society 
of CPAs for highest score in the November 1957 CPA examination. A graduate of 
the University of Denver (M. B. A., 1966) she is now a doctoral student and teaching 
assistant at the University of Colorado, Boulder. Her experience includes five years 
in industrial accounting and three and one-half years in public practice.
Miss Motekat is a member of the American Institute of Certified Public Accountants, 
the Colorado Society of CPAs, the American Accounting Association, the American 
Woman's Society of Certified Public Accountants, the American Society of Women 
Accountants and Mensa.
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important decisions and to evaluate all the 
ramifications of decisions affecting more than 
one department, activity, or function.
Since the management accountant possesses 
specialized knowledge, talents, and experience, 
he qualifies as a member of the technostruc­
ture. He has, in fact, two valuable attributes: 
he is an expert in accounting, and he is aware 
of the interrelationships among the various 
parts of the enterprise through his knowledge 
of budgets and financial statements. He can 
therefore play an outstanding role in the 
decision-making groups of the technostructure.
To effectively participate in this role, 
he must be thoroughly familiar with the 
interrelationships of the company, he must 
have a company-wide point of view, and he 
must broaden his technical knowledge beyond 
accounting and become at least acquainted, if 
not conversant, with automatic data processing 
and other quantitative, though non-accounting, 
tools like statistics and operations research.
He can then assume the central role in the 
decision-making process because most decisions 
in the industrial system concern future courses 
of action in Galbraith’s opinion, and the most 
formalized plan of action for business has 
always been the budget.
In the Planning Process
Planning may very well be called the leit­
motiv of Galbraith’s book. The need for plan­
ning arises from the fact that a long span of 
time and large amounts of capital investment 
intervene between the decision to manufacture 
a product and its sale to the ultimate consumer. 
If the enterprise is to survive—and this is 
obviously the most important consideration—it 
must recover its large capital commitments 
through the sale of certain previously agreed- 
upon products which take a long time to 
produce due to the advanced state of tech­
nology in the industrial system.
It is evident that actions which necessitate 
the integration of numerous activities and 
which will not be completed for several 
months or even years require a formal plan. 
And the preparation of plans has long been 
an integral part of the management account­
ant’s function. In fact, it may be said that 
budgets are the most comprehensive plans 
developed for business.
If it is admitted that planning is the most 
important activity of large enterprises and if 
it is further admitted that budgets are the most 
comprehensive and the most developed plans 
for business, then it becomes obvious that the 
management accountant can easily occupy a 
strategic position in the technostructure. The 
subject of planning extends, of course, over 
several areas. Those most important to the 
management accountant are the planning of 
operations, of prices, and of growth.
Planning Operations
In planning the operations of an enterprise 
for some future period, it is obvious that all 
the activities of the firm have to be integrated. 
The most obvious example is, of course, the 
integration of production, sales, and inventory 
levels. But this interrelationship has been 
known by accountants for such a long time 
that it does not merit special attention.
A factor which does warrant a closer look is 
the role of advertising in the modern large 
corporation. Galbraith states that, due to the 
large commitment of capital and the time­
consuming production method, large firms can­
not leave consumer demand to chance.
Instead, they have to create the consumer 
demand, thus making sure that their products 
will sell in the quantity produced and at the 
prices established. For the industrial system 
then the consumer is no longer king; his desires 
do not decide what is produced, the quantity 
in which it is produced, and the price at 
which it is sold.
It is, rather, the industrial system which 
makes these decisions and then creates the 
demand for its products through advertising. 
This is Galbraith’s startling “revised sequence” 
of consumer demand.7
What are the implications for the manage­
ment accountant arising from the revised se­
quence? The most obvious one is that he can 
prepare a detailed operating budget as soon 
as sales have been agreed on. And, due to the 
power exercised over the market by the large 
enterprise, this budget should be fairly reliable.
But this simple deduction raises another 
question: how is the sales volume determined? 
Even if consumer demand for its products can 
be manipulated by a large corporation, the 
competition and the total economy cannot be 
so manipulated.
At most, they can be outguessed. And this 
can be done most effectively through simulated 
games. In such a game the management team 
will evaluate the general state of the economy 
and likely future economic trends, the prob­
able actions of competing firms in the market, 
its own projected technological improvements 
and those of its competition and thereby arrive 
at the probable outcomes of various courses of 
action.
Since these games can only be played with 
the aid of computers, and since a budget for a 
simulated plan of operations can be an im­
portant device for management in its evaluation 
of the possible courses of action, the manage­
ment accountant should be familiar with both 
game theory and automatic data processing 
equipment. He can then program a budget 
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model into which various alternatives can be 
fed to show management the effects of contem­
plated actions on the financial statements.
Planning Prices
In the planning of prices the management 
accountant also has an important role to play. 
He prepares the operating budgets that re­
flect the impact of prices on the financial posi­
tion of the company and he can provide 
management with alternative budgets while 
union negotiations are in progress. In the 
past the industrial system had to raise prices 
after new contracts resulted in higher wages 
and benefits for its labor force. The manage­
ment accountant can prepare budgets for 
various combinations of union contract de­
mands and prices thereby enabling manage­
ment to evaluate the results of each course of 
action while labor negotiations are still going 
on.
In the area of pricing, Galbraith’s revised 
sequence is supported by the fact that mark-up 
pricing is a popular method of pricing in the 
industrial system.8 If Management is to price 
its products by adding a margin to cost, it 
must have a cost accounting system which 
clearly identifies costs and which can be manip­
ulated to determine the effects on the financial 
statements of various costs and margin de­
cisions.
Planning Growth
The planning of growth occupies an im­
portant part of Galbraith’s book. The two ways 
of financing growth are, of course, externally 
through borrowing or equity capital and 
internally through the retention of earnings. 
Since the latter method rests on an internal 
decision and does not force the technostructure 
to justify its courses of action to either lenders 
or owners—an action it abhors, according to 
Galbraith9—it is understandably preferred. 
Earnings thus assume two important functions: 
they must be sufficient to sustain steady and, 
if possible, increasing dividends to insure
NOTES
1 John Kenneth Galbraith, The New Industrial State 
(Boston: Houghton Mifflin Company, 1967).
2 Al Capp, “The Hippie Economics,” Nation’s Business, 
September 1967, pp. 64-67.
3 Kenneth E. Boulding, “Milking the Sacred Cow,” 
The Washington Post Book Week, July 16, 1967, pp. 2ff.
4 Adolf A. Berle, “Analyzing the Corporate-Complex,” 
Saturday Review, June 24, 1967, pp. 29-30 ; Boulding, op. 
cit.; Irving Kristol, “Professor Galbraith’s ‘New Indus­
trial State,’ ” Fortune, July 1967, pp. 90ff; and 
Raymond P. Saulnier, “The Shape of Things,” New 
York Times Book Review, June 25, 1967, pp. 2ff.
5 Galbraith, op. cit., p. 10.
6 Ibid., p. 71.
7 Ibid., p. 212.
8 Gardner Ackley, Macroeconomic Theory (New York: 
The Macmillan Company, 1961), p. 454; and Robert 
L. Heilbroner, The Limits of America Capitalism (New 
York: Harper & Row, Publishers, 1965), p. 47.
9 Galbraith, op. cit., pp. 77-80.
10 Ibid., p. 171.
stockholder contentment, and they must pro­
vide the major means for corporate growth.
The reason stable and rising earnings are of 
such overwhelming importance in large cor­
porations is that they insure the autonomy, 
security, and continuity of the technostruc­
ture.10 The implication of this hypothesis for 
the management accountant is clear: he must 
choose accounting and income tax methods 
which keep the maximum amount of assets 
within the company’s control. That he is al­
ready aware of this implication is borne out by 
the fact that such asset-preserving accounting 
methods as LIFO inventories, accelerated de­
preciation, and tax deferral reserves are be­
coming increasingly popular in financial circles.
The most important conclusion to be drawn 
from the above discussion of the management 
accountant’s role in planning is that he must 
construct a sophisticated cost system, especially 
with respect to fixed, semi-variable, and vari­
able costs, and a sensitive budget model into 
which various possibilities can be fed. With 
these two tools, the effects of many manage­
ment decisions upon the financial position of 
the company can be examined before a course 
of action is adopted.
Conclusion
The conclusion to be drawn from Galbraith’s 
book by the management accountant is that 
he can play a unique role in the technostructure 
because he is an expert in planning and can 
show management the effects of various plans 
of operations on the financial statements. To 
assume this important position he must be 
an expert in his field, he must be familiar 
with automatic data processing, he must be 
conversant with statistics and operations re­
search, he must be acquainted with all phases 
of business including economics, he must have 
tact and diplomacy in group meetings, and he 
must have the over-all management point of 
view.
With these qualifications the management 
accountant will play a powerful role in The 
New Industrial State.
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SYSTEMS SERVICES BY CPAs:
DEMAND, OPINIONS, AND EXPECTATIONS
Dr. Joan G. Schroeder, CPA 
Milwaukee, Wisconsin
Within recent years practicing certified public 
accountants increasingly have been called upon 
to provide a variety of services for their 
clients other than the traditional auditing and 
tax work. One of the most common types of 
“other” services performed by the CPA has 
involved the design or revision of accounting 
and information systems.1
The span of services which public account­
ing firms may provide in the systems area is 
broad. Systems clients may be family-run pro­
prietorships or internationally-known corporate 
complexes. A systems problem may involve 
data gathering and analysis for an entire 
company or it may relate to any one of a 
number of specific subsystems, such as payroll, 
inventory control, or purchasing.
Techniques employed to gather and process 
data may range from manual to electronic 
methods. Within each of these areas, numerous 
specific operations may be involved. Designing 
forms, establishing procedures, preparing or­
ganization charts, or advising management on 
purchases of data processing equipment are 
only a few of the particular phases of systems 
work.
When minor systems problems arise, the 
CPA may make suggestions for improvement as 
a routine part of his audit or tax work. Fre­
quently, however, a thorough study of the 
situation by the CPA on a specific engagement 
basis is required.
During 1965 a research project was under­
taken to determine and evaluate (1) the extent 
to which public accounting firms serve as 
systems consultants to business and the growth, 
variety, and scope of the consultation provided 
and (2) the opinions and anticipations of 
practicing CPAs with respect to systems 
services. Accounting firms included in the 
study ranged in size from sole practitioners 
to large offices of national firms.
The primary source of information was a 
mail survey of the public accounting firms 
located in Wisconsin. Questionnaires were also 
sent to a group of firms in other states through­
out the country for purposes of comparison 
with the Wisconsin respondents. In addition, 
personal interviews were conducted with a 
number of certified public accountants—both 
systems specialists and others. This report 
summarizes some of the findings of that study. 
The questionnaire results presented are based 
on 160 replies from the Wisconsin firms 
representing 68.4 percent of the firms located 
in the state. Among the variables discussed 
here, differences between offices in Wisconsin 
and those in other states were negligible.
Nature of Systems Services Provided
A total of 145 (91 per cent) of the public 
accounting firms responding to the question­
naire had experienced a demand for systems 
services. This demand was categorized as 
either substantial or limited and varied di­
rectly with the sizes of the firms. For example, 
75 per cent of the firms having twenty-four or 
more full-time accounting personnel reported 
a substantial demand but only 17 per cent of 
the sole practitioners indicated demand was 
substantial. Fifteen firms, all with nine or 
fewer accountants, had experienced no demand 
for systems services or advice.2 These data 
are presented in the accompanying table.
Each respondent reporting a demand for 
systems services or advice from his office was 
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also requested to consider whether this de­
mand had increased, remained about the 
same, or decreased during the past few years. 
Ninety-five per cent of the accountants whose 
firms were experiencing a substantial current 
demand signified that this demand had in­
creased in recent years. The five per cent 
indicating demand had remained unchanged 
was concentrated among the smaller firms.
Those firms reporting a limited current de­
mand for systems services or advice were 
generally divided between stating that the 
demand had increased or that it had remained 
the same. One firm in this group had experi­
enced a decline in the demand for systems 
work. When all firms were grouped, those not­
ing an increase in demand exceeded those 
indicating no change. The sole practitioners’ 
category was the only one where the latter 
opinion predominated.
Although the location of a given accounting 
office in a particular community may prede­
termine some of the characteristics of its 
clients, CPAs as a group provide systems 
services to firms of all types. Among those 
included in this study, 88 percent reported 
that systems work had been done for whole­
sale and retail enterprises. Manufacturing was 
second in the rankings, construction companies 
third, and professional or service concerns 
fourth.
These were the only businesses for which 
more than half of the public accounting firms, 
regardless of size, had performed systems 
work. Other categories, such as transportation 
and communication, public utilities, banking­
finance-insurance, and institutional, were serv­
iced by less then 40 per cent of the public ac­
countants, and primarily by the larger offices.
1 Previous research into the extent of participation 
by CPAs in all types of management service activities 
has indicated that work of a systems nature is of 
major proportions. See, for example: Research Depart­
ment, American Institute of Certified Public Accountants, 
“A Survey: Management Services by CPAs,” Journal 
of Accountancy, June 1957, pp. 42-7 ; James E. Redfield, 
A Study of Management Services by Certified Public 
Accountants (Austin: Bureau of Business Research, The 
University of Texas, 1961) pp. 74-85.
2 Several of the questions immediately following the 
one dealing with demand were concerned with current 
systems practice. Hence, in the questionnaire, the 15 
respondents who reported no demand were directed to 
pass over these questions and continue at a later 
point. The analyses of these questions, which are 
contained in this and the following section, are thus 
based on a maximum of 145 responses, rather than 160.
Specific Aspects of Systems Services
A variety of activities differing in scope and 
complexity may be performed in systems 
engagements. Among the public accounting 
firms comprising this study, 79 per cent re­
ported that their offices had been involved in 
the initial systems review such as determining 
specific problems, studying needs, or con­
sidering alternative solutions.
Between 60 and 90 per cent of the ac­
countants had presented systems recommenda­
tions or specific plans of action to clients, 
designed forms, set up reporting systems, 
participated in the installation of systems, 
helped train the clients’ employees in the 
use of new systems, and performed follow-up 
activities after systems had been installed. 
Such activities included determining whether 
employees were following prescribed routines 
and whether equipment was being used as 
planned. Only five of the CPAs reported that 
their offices had not prepared a chart of
(continued to page 16)
FIRMS REPORTING PRESENT DEMAND FOR SYSTEMS SERVICES 
OR ADVICE
(Stratified by size of accounting firm)
Number of full-time accounting personnel




To what extent has
there been a demand
for systems services or
advice from your office?
Number of replies 40 39 53 20 8 160
Per cent of total 
replying:
Substantial (61) 17 33 47 50 75 38
Limited (84) 63 51 51 50 25 53
None (15) 20 16 2 — — 9
100 100 100 100 100 100
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TAX FORUM
DORIS L. BOSWORTH, CPA, Editor 
Peat, Marwick, Mitchell & Co. 
New York, New York
Restoration of Previously Taxed Income
Perhaps the most basic example of the 
“claim of right” doctrine is the taxability of 
interest credited to a depositor’s savings ac­
count. Even though the individual does not 
avail himself of the amount so credited, he 
has an unrestricted right to its use and must, 
therefore, report it as income. While the 
rationale of this simple illustration is readily 
understood, there are many instances where 
extenuating circumstances can precipitate a 
problem.
This month the Forum will discuss one 
phase of the doctrine that has caused much 
confusion in the past—the tax treatment of 
amounts which have been reported as income 
and subsequently restored.
Liquidating Distributions
A common example of this type of transac­
tion is a liquidating distribution of a cor­
poration reported as a capital gain, and 
subsequently restored in whole or in part, 
upon settlement of post liquidating claims. 
This may be distinguished from a liquidation 
distribution at a time when there are known 
liabilities which the stockholder agrees to pay, 
or is legally obligated to pay, at some future 
date.
In the latter case only amounts received in 
excess of these liabilities are reported as a 
taxable distribution; and, upon subsequent 
settlement, any difference may be reflected 
in an amended return or through the filing 
of a claim for refund.
Restoration Problem
Where it becomes necessary to restore pre­
viously reported income, it is taken as a de­
duction in the year paid. A problem arises 
when, due to a difference in the amount and/or 
composition of income or change in rates, the 
deduction in the current year does not ade­
quately compensate for the tax impact of 
inclusion in a prior year.
Where the amount to be repaid exceeds 
$3,000.00 it may be possible to obtain relief 
under Section 1341 of the Code. Under this 
section taxpayer may reduce his tax for the 
year of repayment by the amount of the 
prior year’s tax attributable to the inclusion 
of income in that year, and any excess tax 
will be refunded.
Application Perils
Due to the mitigating provisions of this 
section, it must be stringently applied. In the 
case of limited applicability under the special 
rules of Section 1341(b) no problem is pre­
sented; but the general rule under 1341(a) 
has been responsible for a great many cases 
dealing with the propriety of utilizing this 
section in a given set of circumstances.
Actually 1341 may only be invoked where 
taxpayer appears to have an unrestricted right 
to the income, and it later develops that such 
is not the case. The word ‘appears,’ as inter­
preted by the Courts in the past, has not been 
too comprehensive. A recent ruling, however, 
should be helpful in future determinations.
Rev. Rul. 68-153, I.R.B. 1968-14, 21 dealt 
with four situations where previously reported 
income had been restored by the taxpayer, and 
advice sought as to the applicability of Section 
1341. In the first situation certain shipments 
were billed subject to refunds in later years 
when wartime restrictions were lifted. The 
second restoration resulted from overcharges 
to customers due to arithmetic errors, which 
could have been corrected in the year reported 
if the errors had been recognized. The third 
situation called for repayment to customers of 
prior freight charges due to a retroactive 
change in rate by a regulatory body; and the 
fourth series of refunds arose as the result of 
subsequent acts, such as passenger ticket re­
funds or reduced rates on through shipments. 
The Service ruled that in the second and 
fourth examples, where mere errors in compu­
tation and specific subsequent events were 
responsible for the refunds, Section 1341 did 
not apply. In the first and third situations, 
however, taxpayer had a “semblance” of an 
unrestricted right which could not be estab­
lished to the contrary in fact or in law until a 
subsequent period, and 1341 did apply. While 
the results of this ruling could be more or less 
anticipated from the fact situations involved, it 
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is notable for its discussion of the word 
'appears.’
The connotation attributable to this word is 
illustrated by the rather extreme example 
previously discussed in Rev. Rul. 65-254, CB 
1965-2, 50. It was pointed out that although 
income from embezzlement must be included 
in taxable income, subsequent restoration 
would not come within the purview of Section 
1341, as no semblance of right to these funds 
could ever rest with the taxpayer. When this 
current ruling is read in conjunction with 
cases within this area the applicability of Sec­
tion 1341 should be clarified.
Executive Compensation—Repayments
No discussion of the restoration of previously 
reported income is complete without consider­
ation of litigation involving executives in 
closely held corporations. Upon examination 
of the corporate tax return a portion of execu­
tive compensation may be disallowed on the 
grounds that it is excessive. Similarly certain 
reimbursed travel and entertainment expenses 
may be disallowed due to failure to comply 
with the regulations. Such adjustments have 
the effect of double taxation, as the corpora­
tion’s income is increased and the recipient 
has either included the payment in income 
or will be forced to, in the case of reimbursed 
travel and entertainment expense.
To alleviate this situation many executives 
have repaid such items to the corporation and 
attempted to take the deduction in the year of 
payment, to no avail. It has been the conten­
tion of the Service that 1341 did not apply be­
cause, at the time of receipt, the executive had 
the unrestricted right to the use of the funds; 
and it was only by virtue of a subsequent 
Treasury Department examination that this 
status was altered. Lack of business purpose 
or legal obligation to repay precluded any 
other justification for the deduction.
A recent decision, Vincent E. Oswald, 49 
T.C. 68, offers a possible solution. In this 
case the corporation adopted by-laws which 
required all officers to repay any amounts 
received that were subsequently disallowed as 
an expense to the corporation, upon examina­
tion of the returns by the Treasury Depart­
ment.
When, six years later, a portion of Mr. 
Oswald’s salary was deemed excessive by the 
Service, counsel advised him that the by-laws 
had created an enforceable claim for resti­
tution of the amount disallowed. Accordingly, 
Oswald restored the salary to the Corporation 
and took the payment on his income tax 
return for that year. The Tax Court allowed 
the deduction on the ground that the payment 
was a legal obligation and there was a valid 
business purpose involved, namely, making 
funds available to the corporation with which 
to pay the tax deficiency.
An analysis of the Court’s reasoning in this 
case indicates that where repayment clauses 
are incorporated in the by-laws or employ­
ment contract, and the executive is put on 
notice of his legal obligation of repayment 
it will be possible to deduct such payments. 
This contractual obligation must, however, be 
created at the outset of the employment con­
tract, as in the past the Courts have disallowed 
the deduction where a post-examination agree­
ment was involved.
SYSTEMS SERVICES
(continued from page 14) 
accounts, the framework for any accounting 
system.
Several other activities were preformed by 
less than half of the firms—and by larger 
firms more often than smaller offices. These 
activities include the selection of data process­
ing equipment, the formulation of cost or sav­
ings estimates, and the preparation of computer 
programs. Only 3 per cent of the one-man 
firms had performed all of the eleven services 
discussed, while 75 per cent of the largest 
firms had done so.
Payroll, inventory control, purchasing, and 
selling-order processing-accounts receivable 
were the four functional areas in which the 
accountants had experienced the most frequent 
demands for systems work.
Many of the differences which existed be­
tween the systems services rendered by the 
larger and the smaller accounting firms resulted 
from the natures of their respective clients 
rather than from the inherent natures of the 
services needed. The systems clients of the 
larger accounting offices were more often 
large enterprises with volumes of data to be 
processed, interrelated, and analyzed, requir­
ing that the consulting group be familiar with 
the capabilities and applications of complex, 
multi-faceted systems installations. The clients 
of the smaller accounting firms often had 
similar systems problems, but the require­
ments for sophisticated equipment configura­
tions and the considerations necessitated by 
complex organizational structures were absent.
Future Expectations of CPAs 
in the Systems Area
Sixty-eight per cent of the CPAs in this study 
expected the demand for systems services to 
accelerate. The remaining 32 per cent antici­
pated that demand would remain at its present 
(concluded on page 19)
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REVIEWS—Writings in Accounting
PHYLLIS E. PETERS, CPA, Editor 
Touche, Ross, Bailey & Smart 
Detroit, Michigan
“DECISION MAKING APPLICATIONS OF 
DIRECT COST INFORMATION,” John R. 
Patterson, Management Accounting, Volume 
XLIX, Number 5, January 1968, National 
Association of Accountants.
Mr. Patterson states that his purpose is to 
show how direct cost information was used to 
make major decisions affecting the future of 
his company, Berkshire International Corpora­
tion, the world’s largest producer of full- 
fashioned hosiery. About ten years ago the 
company had just completed its biggest year 
in terms of sales volume, and also had the 
largest operating loss in its history. Some of the 
reasons for the position at that time were that 
production of full-fashioned hosiery had caught 
up with demand and prices began to slide, 
and also that consumer preference had changed 
to seamless hosiery.
After considering several alternatives, the 
company decided to invest heavily in seam­
less knitting equipment, but at the same time 
to sell as much full-fashioned hosiery as 
possible at “reasonable” prices. The absorption 
cost system showed that the company was 
losing money on most full-fashioned styles. Be­
cause of a desire to separate the fixed costs 
from the variable or direct costs for emphasis 
on the financial statements and for control 
purposes, it was decided to use the direct cost 
approach to management decisions.
Mr. Patterson gives a rather detailed analysis 
of the company’s experience with direct costing 
and includes three sample income statements 
based on 25%, 50%, and 75% production of 
seamless hose. Statements of net contribution 
by product division aided in making decisions 
as to the type of goods the company should 
manufacture and sell. Sales management also 
desired and obtained financial statements show­
ing the profitability of the various sales divi­
sions. These statements, which show net con­
tribution by brand or sales division, are the 
basis for all sales planning and marketing 
decisions.
The company applies direct costing to new 
product lines and also makes other applica­
tions of cost in sales management decisions.
Still other applications of cost information 
in decision making are made. In order to get 
the departmental supervisors, foremen, and 
general supervisors to understand the theory 
of direct costing so that they would be able 
to apply it to everyday decision making, a 
series of supervisors’ seminars were held with 
members of top management participating.
Mr. Patterson concludes by saying that the 
basis for the whole accounting, budget, and 
cost control system is simplicity and ease of 
understanding. The company feels that the 
net contribution principle provides the best 
basis for management decisions because it 
groups together all income, direct cost, and 
identifiable fixed costs related to the particular 
area under consideration.
This article is a well written account of one 
company’s experience with direct costing and 
should prove helpful to anyone considering 
using direct costing in his business.
Mary E. Burnet, CPA 
Rochester Institute of Technology
Editor’s note: One can only wish that Mr. 
Pattersons article had gone on to indicate 
whether their direct costing approach was 
helpful in making marketing decisions regard­
ing the tremendous popularity in the past year 
or so of panty hose and patterned stockings.
“NOTES ON THE EVOLUTION OF THE 
STATEMENT OF SOURCES AND APPLI­
CATIONS OF FUNDS,” Karl Käfer and V. K. 
Zimmerman, The International Journal of 
Accounting, Volume 2, No. 2, Spring 1967.
This is a delightful article on what is 
becoming the “third statement” in annual 
reports in the United States. Karl Käfer is 
Professor of Business Economics and Ac­
countancy at the University of Zurich; V. K. 
Zimmerman, of the University of Illinois, re­
cently served as Visiting Professor at the 
Hechschule für Welthandel, Vienna, Austria.
The article traces early development of the 
funds statement in the United States. The 
development began in a textbook on corporate 
finance published in 1897. The authors trace 
the name changes of the statement from “Sum­
mary of Changes in the Position of the Com­
pany” through “Where get, Where gone,” 
through CPA examination questions of 1919, 
17
1921, 1922 (all of which used different title 
designations) to the present “Statement of 
sources and applications of funds.”
Results of various studies of annual reports 
are cited, indicating that the funds statement 
is becoming much more popular. According 
to Accounting Trends and Techniques, which 
analyzes 600 annual reports each year, in 
1950, 19% of the 600 companies included 
the statement; in 1951, 21%; in 1958, 31%; in 
1960, 35%; and in 1965, 76%.
While the authors note that “only a rela­
tively small number of these are examined by 
the auditors and included in the certification,” 
a footnote indicates that in 1965, 207 of the 
458 funds statement were so covered. Certainly 
the increase in number covered by the auditor’s 
report over those covered in 1960 indicates 
that the trend is away from the “small 
number.”
The conclusions of the authors are that the 
funds statement is not entirely satisfactory, and 
that much more research must be done to give 
the statement a theoretical foundation. They 
attribute the large number of suggestions “to 
change, to redesign, and to rename the state­
ment” directly to these conclusions. However, 
despite its present shortcomings, the statement 
is considered by them to be essential and 
necessary to make “clear the real nature of a 
business enterprise and the economic results 
of enterprise management.”
Dr. Marie E. Dubke, CPA 
Memphis State University
“NEW TECHNIQUES FOR BUSINESS 
PLANNING, SYSTEMS AND CONTROL," 
American Institute of Certified Public Ac­
countants, New York, 1967, approx. 125 pages, 
$2.50.
Formula: Start with the 1964 through 1967 
issues of Management Services. Next, select 
from these issues the twelve articles which are 
the most outstanding. Then, compile these 
into one volume.
Result: “New Techniques for business Plan­
ning, Systems and Control,” an important 
series of articles reflecting some of the newer 
approaches in management science of which 
today’s accountant should be aware.
A variety of topics is included; among them, 
mathematical programming for coordination 
of sales and production, automated meshing of 
inventory levels and production, implications 
of operations research for the accountant, new 
dimensions for cash flow analysis, and the ap­
plication of accounting measurements to areas 
until now untouched.
In her article, “Distribution Cost Analysis,” 
Dr. Dora Herring, member of the American 
Society of Women Accountants, points out 
that distribution costs comprise 50 to 60 per 
cent of the cost of consumer goods yet they 
have never received the management atten­
tion given to production costs. She reviews 
some of the reasons why and suggests some 
directions that distribution cost analysis might 
take. As an example of the effect on mana­
gerial decisions of distribution cost analysis, 
she cites the instance of several companies who 
find that warehouse expenses, inventory costs, 
and handling and storage costs can be greatly 
reduced by shipping by air, a significant de­
parture from the more usual approach to 
choice of carrier—selection of the cheapest.
Co-authors Neil C. Churchill and Andrew 
C. Stedry focus their attention on “Extending 
the Dimensions of Accounting Measurement,” 
while Harold W. Jasper discusses the “Future 
Role of the Accountant.” In both articles, the 
view of the horizons of accounting extends 
far beyond the traditional measurement of 
matters that can be expressed in terms of 
money. The view is of a “total information 
system,” fully integrated and made possible 
through computer technology, that will provide 
management with increased knowledge of the 
firm—in all areas.
Whether you are interested in the theo­
retical or the practical, in today or in the 
future, there is something for you in this 
paperback publication. It is particularly note­
worthy in identifying the numerous ways in 
which accountants can provide management 
with information vital to decision making, in­
formation which they have not considered 
traditionally to be within their province.
Dr. Bernadine Meyer 
Duquesne University
ANNUAL MEETING
AMERICAN SOCIETY OF WOMEN ACCOUNTANTS
In accordance with ARTICLE XI, Section 1, of the National Bylaws of the American Society 
of Women Accountants, notice is hereby provided that the 28th Annual Meeting of the 
Society will be held in conjunction with that of the American Woman's Society of Certified 
Public Accountants at the Washington Hilton Hotel, Washington, D. C., October 9-12, 1968. 
The Annual Business Meeting of the American Society of Women Accountants has been called 
for 9:00 a.m., Friday, October 11, 1968.
Ruth M. McClellan, CPA
National Secretary, 1967-1968
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LETTERS TO THE WOMAN CPA
WHOLESALE INFLATION
OF BALANCE SHEETS?
I found the article “Reporting of Leases” 
by Eileen Corcoran very interesting. Nat­
urally, the requirement of purchase account­
ing for non-cancellable leases between un­
related parties is a big step forward in re­
solving the doubts and questions of auditors 
of the lessees.
However, since in most instances the lessor 
will not treat the non-cancellable lease as a 
sale until the option is actually exercised, 
(if the lease contains such an option) we may
ELAINE CEREGHINI, CPA, Special Editor 
Touche, Ross, Bailey & Smart 
New York, New York
be involved in a wholesale inflation of balance 
sheets. This will occur if the same assets 
appear on the balance sheets of both the 
lessor and the lessee and there is no appro­
priate disclosure on the statements of the 
lessee of property merely treated as having 
been purchased segregated from fixed assets 
acquired in the ordinary course of business.
It will be interesting to see what conclusion 
is reached in Opinion No. 7 relating to the 
lessor’s disclosure on its balance sheet.
Barbara I. Rausch, CPA 
Grove City, Ohio
SYSTEMS SERVICES
(continued from page 16) 
level. One of the CPAs interviewed stated 
frankly that lie expected his office’s systems 
billings would double in the next five years. 
Another reported that almost every new client 
was a systems job.
Wholesale and retail firms and manufactur­
ing companies had been important systems 
clients in the past. These types of businesses 
were expected to contribute a great deal to 
the future growth of systems work anticipated 
by the public accountants. Many of the CPAs, 
especially those representing medium to large 
offices, expected an increase in one or more 
other types of systems clients: construction, 
transportation and communication, public utili­
ties, banking-finance-insurance, institutions, and 
professional or service.
Budgeting and factory or cost accounting 
were expected to be the function al areas in 
which the greatest increases in systems work 
would be registered. Small offices of CPAs 
expected timekeeping and payroll to become 
more important, while the larger accounting 
concerns planned on a relatively greater num­
ber of engagements involving inventory con­
trol.
Feelings of CPAs Regarding Systems Practice
Among the 160 firms surveyed, 126 believed 
that CPAs should provide more services in 
the systems area. Suggestions offered included: 
determine clients’ needs and inform them of 
systems importance, become more knowledge­
able about data processing equipment and its 
usage, educate themselves, “sell” systems work 
to the public, and devote attention to the 
small business firm. In accomplishing these 
objectives, however, the accountants were 
concerned about a lack of qualified personnel 
to provide the many, complex systems re­
quested and needed by businesses. The ac­
countants believed that improved services in 
the systems area might also be hampered by 
such factors as: lack of time, the attitude of 
clients toward fees, ethical constraints, and 
the interests and desires of certified public 
accountants themselves.
Those who felt that public accounting firms 
should not do more in the systems area most 
often cited the specialized nature of much of 
the work as a restrictive factor.
Hesitation did not exist, however, when the 
accountants were questioned about whether a 
“CPA should make it a point to call the 
client’s attention to areas where systems could 
or should be improved”. Among the 160 
respondents, only one, a sole practitioner, said 
“no”. Three did not answer the question, and 
the remaining 156 replied “yes”. Of particular 
interest is the fact that of the fifteen respon­
dents who indicated that their offices had 
experienced no demand for systems work, 
thirteen of them felt that the CPA should 
point out systems deficiencies to management. 
It would appear that these CPAs were provid­
ing some systems advice without recognizing 
it as such.
Accounting firms can offer present clients 
an intimate knowledge of their businesses, 
invaluable in systems work and not usually 
possessed by other consultants. Though many 
uncertainties still exist in the provision of 
systems services, such problems must be re­
solved in the light of the specific, anticipated 
demands for various services, the personnel 
who are available or can be procured, and the 
staff development which can be undertaken.
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Over 10,100 successful CPA candidates 
have been coached by 
International Accountants Society, Inc.
Byron Menides, 
President of IAS, says:
“If you don’t pass your CPA examination 
after our CPA Coaching Course, 
we’ll coach you free until you do!”
Any CPA will tell you it takes more than accounting 
A knowledge and experience to pass the CPA examination. 
You must know the quick, correct way to apply your knowl­
edge, under examination room conditions.
How you budget your exam time, for example —how you 
approach each problem or question — how you decide, 
quickly, the exact requirements for the solution — construct 
an acceptable presentation — extract relevant data — and use 
accounting terms acceptable to the examiners.
That’s where the International Accountants Society can 
help you. As of May 1, 1967, 10,176 former IAS students who 
had obtained all or a part of their accounting training 
through IAS had passed CPA examinations. Our CPA Coach­
ing Course is proven so effective we can make this agree­
ment with you:
“If any IAS CPA COACHING COURSE enrollee   
who has submitted for grading all 20 examina­
tions of the course fails to pass the CPA examina­
tion in any state after meeting all the legal 
requirements of the state as to residence, experi­
ence, preliminary education, etc., IAS will CON­
TINUE COACHING WITHOUT ADDITIONAL
COST until the enrollee is successful.”
The IAS CPA Coaching Course is designed for busy ac­
countants. You train at home in your spare time, at your own 
pace. Most important, every lesson is examined and graded 
by one of our faculty of CPA’s, who knows exactly the prob­
lems you’ll face in your CPA examination.
If you need refresher training in certain areas, IAS will 
supply, at no extra cost, up to 30 additional elective assign­
ments, complete with model answers, for brush up study.
Approved under the new GI Bill
The IAS CPA Coaching Course as well as the full IAS 
accounting curriculum is approved under the GI Bill. You 
start any time you please—there are no classes, no fixed en­
rollment periods. So, you can make maximum use of the 
time available, starting as soon as you enroll and continuing 
right up to the examination dates.
Send today for free report
To get the complete story on how you (or some member 
of your staff) can benefit from the proven IAS CPA Coach­
ing Course, just fill out and mail the coupon below. No 
obligation.
International Accountants Society, Inc.
A Home Study School Since 1903
Dept. D, 209 W. Jackson Blvd.
Chicago, Illinois 60606
Att: Director of CPA Coaching
Please send me your new report on the IAS CPA Coaching 






Approved under the new GI Bill.
□ Check here if entitled to GI Bill benefits.
Accredited Member, National Home Study Council.
